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This report is one of a series of publications focusing on 
foreign market opportunities for U.S. suppliers. The series 
is made available by the Department of Commerce in co- 
operation with the U.S. Foreign Service-Department of State. 
Most reports are based on research conducted by overseas 
contractors under U.S. Foreign Service supervision or by eco- 
nomic and commercial officers of the Foreign Service or 
Department of Commerce. 


Some of the data in this series is reproduced in its original 
unevaluated form and the distribution of this document does 
not necessarily imply the concurrence of the Department of 
Commerce in the opinions or conclusions contained therein. 


As part of this marketing information program, the Depart- 
ment of Commerce makes available to the U.S. business 
community, on a continuing basis, six types of publications 
and reports. 


1. Global Market Surveys: |In-depth reports covering 20-30 
of the best foreign markets for a single U.S. industry or a 
group of related industries. 


Country Market Sectoral Surveys: |In-depth reports cover- 
ing the most promising U.S. export opportunities in a sin- 
gle foreign country. About 15 leading industrial sectors 
are usually included. 


Overseas Business Reports: Reports that include current 
and detailed marketing information on all of our leading 
trading partners. Most are revised annually. 


Foreign Economic Trend Reports: Annual or semiannual 
reports prepared by the U.S. Foreign Service that cover, 
individually, almost every country in the world. 


Market Research Summaries: Brief market summaries in 
support of overseas trade promotion events organized by 
the Department of Commerce. 


Overseas Export Promotion Calendar: A quarterly sched- 
ule of planned Commerce Department overseas trade pro- 
motional events over the next fifteen-month period. 


To supplement and update the marketing information avail- 
able in this series, and for specific ordering information, we 
suggest that you telephone the nearest Department of Com- 
merce District Office or the Country Marketing Manager re- 
sponsible for the area or areas in which you are interested. 
A directory of these key people and offices is printed on the 
back cover. 





JAPAN: KEY ECONOMIC INDICATORS 


(All values in U.S. $ million unless otherwise indicated.) 


1976-77 1978 
1976 1977 Change(%) Indicator 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 553,600 682,600 11.7*  819,2002/ 
GNP at Constant 1970 Prices 328,300 380,900 Sat 447,400+ 
Annual Per Capita GNP, Current Prices ($) 4,910 5,990 22:50 7,1502/ 
Plant and Equipment Investment, Current Prices 74,400 87,500 6.4% 101, 5002/ 
Indices: 
Industrial Production (Mfg.) (1970=100) 144.52 EES .7 5 121.12/ 
Avg. Labor Productivity (Mfg.) (1970=100) 112.3 118.0 : 125.42! 
Avg. Industrial Wage (Mfg.) (1975=100) 112.6 123.3 129. 84/ 
Avg. Labor Force (millions) 5329 54:5 A 55.02! 
Avg. Unemployment Rate (%) 2.0 220 2.1— 


MONEY AND PRICES 

Money Supply (M2)2/ 416,159 464,419 ; 523,266 
Bank of Japan Com'l Disc't Rate (%) 4 as25 6 
Call Rate (Uncond.), Highest (%) 4 7.0 

Com'1 Bank Avg. Loan Rate (%) : 7.562 

Consumer Price Index (1975=100) ‘ 118.1 

Wholesale Price Index (1970=100) i 107.0 


PAYMENTS AND TRADE 

Gold and Foreign Exchange Reserves 16,604 22,848 37.6  27,70920/ 
External Public Debt 4,49124/ 5,95 724/ 32.6 Nea. 
Basic Balance of Payments 2,696 7,784 5 ,088tL/ ‘ 512/ 


Balance of Trade 9,887 17,311 7,42422/  g/11712/ 
Exports, FOB 66,026 79, 333 20.2 93,48013/ 
Export Share to U.S., FOB (%) Zaso 24.5 ~ 25.9 
Imports, FOB 56,139 62,022 10.5 74,59013/ 
Import Share from U.S., CIF (%) 18.2 1 i ~ 17.4 


Main imports from U.S., 1977 (Quan: MT thou; Value: $ mil): Logs & lumber 11,192 15/, 
1,240; Coal 15,178, 1,094; Soybeans 3,428, 1,035; Maize 6,082, 706; Wheat 3,354, 428; Raw 
cotton 235, 353; Computers/accessories **, 349; Aircraft/components **, 330; Power genera- 
ting machines **, 300; Grain sorghum 2,229, 246; Raw hides 218, 236; Fish 53, 225; Meat 95, 
201; Leaf tobacco 45, 195; Organic chemicals **, 190. Main exports to U.S., 1977 (Value: 
$ mil): Passenger cars 4,123; Iron & steel 2,311; Radio receivers 821; Textiles 659; 
Motorcycles 650; Tape recorders 532; Chemicals 513; TV sets 506. 
Footnotes: 
1/ Jan.-Mar., seasonally adjusted, 10/ End of May. 
annual rate. 11/ Movement toward surplus, in $ million 
2/  Jan.-May average, seasonally adjusted. vice per cent. 
Jan.-Mar. average, not seasonally 12/ Jan.-Apr. total, not seasonally adjusted. 
adjusted. 13/ Jan.-Apr., seasonally adjusted, 
Jan.-Mar. average, seasonally adjusted. annual rate. 
As of April 30. 14/ As of end of year. 
Effective March 16, 1978. 15/ Cubic meters vice metric tons. 
January-May. * Change is in aggregates denominated in 
Jan.-Apr. average, not seasonally yen not dollars. 
adjusted. **k Not available. 
9/ Jan.-May average, not seasonally adjusted. 
Dollar exchange rate used for conversion of yen figures, GNP and investment: 1976 ¥297; 
1977 ¥269; Jan.-Mar. 1978 ¥238 (average interbank spot rates). Money supply: ¥308 
throughout, as used for some computations by Ministry of Finance. 





SUMMARY 


Recent months have seen a resumption of rapid and 
broadly based growth in the Japanese economy. Despite 
various developments and measures which should ultimately 
reduce the current account surplus, it has risen markedly. 
The value of the yen rose to new postwar heights. Price 
trends remained calm. The expansionary cast of Japanese 
economic policy strengthened. 


It is not expected that the Japanese economy will con- 
tinue to grow throughout 1978 at the level of its strong 
first quarter performance. But there is reason to hope for 
a more sustained expansion this year than occurred either 
in 1976 or in 1977. The current account surplus should 
decline as the year continues. 


The expanding economy and Japan's new initiatives to 
encourage imports offer favorable opportunities in several 
sectors including high-technology industrial equipment, 
consumer goods, and medical equipment. The United States 
Export Development Missions to Japan, which are scheduled 
for October 1978, will offer exporters a special oppor- 
tunity to introduce their products to the Japanese market 
with official U.S. government support. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Japanese Economy Begins Year Strongly 


For a third consecutive year, Japan enjoyed strikingly 
rapid growth during the January-March quarter of 1978. 
According to preliminary estimates, the real gross national 
product increased at a seasonally adjusted annual rate of 
about 10 per cent, more than double the growth rate achieved 
in the preceding quarter. This growth was spearheaded by 
the strong performance of private consumption and exports, 
and private housing investment also rose rapidly. Plant and 
equipment investment gained at a moderate seasonally adjust- 
ed annual rate of just under 4 per cent. Particularly 
encouraging has been a strong recovery of production and 
shipments, rising in five consecutive months beginning in 
November, which gives grounds for hope that inventory ad- 
justment is now well advanced. 


More recent growth indicators suggest a correction 
after the strong first-quarter showing. In April production 
was flat, producers' inventories rose, and shipments fell, 





as did new machinery orders after three straight months 

of upward movement. In May, although shipments rose strong- 
ly and inventories fell, production grew by only 0.3 per 
cent. Consumption indicators for April were mixed, showing 
year-over-year gains varying from modest (in total non-farm 
household expenditures) to strong (in new car registrations 
and in department store sales; the latter, however, showed 
less strength in May). Unofficial surveys indicate that 
corporate profits improved slightly in the October 1977- 
March 1978 semester, contrary to earlier expectations of a 
decline. The Japanese economy continues to suffer from 
structural problems, as was evidenced by weakness in such 
sectors as shipbuilding and non-ferrous metals. Un- 
employment, at a seasonally adjusted 2.2 per cent in April, 
remains high by Japanese standards, as does the number of 
bankruptcy cases. Thus far this year, however, the latter 
are down, year-over-year; in May the decline reached 17.5 
per cent. 


Inflation Remains in Check 


Price trends maintained during the early months of 1978 
the moderation they have shown since mid-1977. In April the 
year-over-year consumer price index increase was under 4 per 
cent; in May the Tokyo consumer price index showed a slightly 
larger year-over-year increase of 4.3 per cent. Also in May, 
wholesale prices were 2.0 per cent below year-earlier levels, 
as yen appreciation continued to lower the cost of imported 
commodities. The spring wage gains have averaged roughly 6 
per cent in nominal terms, or about two thirds of last year's 
nominal increase. 


Trade and Payments 


During the first quarter of 1978, apan's current account 
surplus rose to $5.5 billion. The dollar prices of exports 
reflected the appreciation of the yen, while trade volumes 
had apparently not yet responded sharply to changes in the 
competitive position of Japanese traded goods. Special 
factors, such as the anticipation of export restraints 
imposed April 1, probably also contributed to the bulge in 
exports. Seasonally adjusted, export values rose by well 
over 10 per cent during the quarter, while import values 
remained flat. More recent trade figures, however, show a 
contrasting pattern which may herald the end of the long rise 
in the trade surplus: exports fell sharply in April before 
rebounding in May; imports surged both in April and in May 
for a two-month gain of almost 15 per cent. While the 
current account surplus declined to $1.3 billion and $1.5 
billion in April and May respectively, the January-May 





current account surplus still reached $8,250 million, season- 
ally adjusted. 


The yen continued to rise during the first half of 1978, 
from a rate of $1.00 = ¥240 at the end of 1977 to a postwar 
high Tokyo rate of $1.00 = ¥201.25 on July 4, 1978. Japan's 
reserves rose rapidly during early 1978, partly as a result 
of speculative capital inflows, to reach at the end of May a 
total of $27,709 million. 


Government Stimulation of the Economy 


Stable and substantial economic growth in Japan remains 
a primary policy goal of the Japanese government, which 
recognizes in addition to the domestic benefits of such 
growth the role it can play in raising imports, stimulating 
foreign economies, and reducing Japan's current account 
surplus. Japanese fiscal and monetary policy grew even more 
expansionary in early 1978 than it had been in the preceding 
year. A second supplementary budget for fiscal 1977, passed 
by the Diet early in 1978, provided for well over a billion 
dollars in additional public works expenditures. In line 
with the Japanese government's announced target of a 7 per 
cent real economic growth rate during fiscal 1978 (April 1978 
to March 1979), the ordinary FY 1978 budget increased by more 
than 20 per cent over FY 1977, requiring for the first time 
since the war that bonds be issued to cover more than 30 
per cent of expenditures for an initial ordinary annual 
Japanese government budget. The focus of expenditure increases 
is on expanding public works programs, which are expected to 
gain by about 30 per cent. In addition, Japan's separate 
official fiscal loan and investment budget expanded by 18 per 
cent over FY 1977. 


In the meantime, the structural problems of the Japanese 
economy were addressed in a law passed by the Diet in May to 
make available government relief for certain Japanese 
industries which reduce surplus facilities. Four sectors 
were specified as candidates for this relief: small-scale 
steel production, aluminum smelting, synthetic fiber pro- 
duction, and shipbuilding. Other industries were expected to 
be added later to the list by cabinet action, as is provided 
for in the law. 


Monetary policy remained strongly expansionary. In 
March the Bank of Japan reduced its discount rate from 4.25 
per cent, which was already a postwar low, to 3.5 per cent. 
Meanwhile, the whole structure of interest rates has continued 
thus far in 1978 the downward path it has followed since 1975. 
By April 1978 the monthly average commercial loan rate had 





declined to about 6-1/2 per cent. Meanwhile the money supply 
has been increasing somewhat more rapidly this year than 
last, reaching in April 1978 (partly as a result of factors 
peculiar to that month) a year-over-year growth rate of about 
12 per cent. 


The Outlook for the Japanese Economy 


Despite the firm direction of most Japanese economic 
indicators during the first quarter of 1978, it remains un- 
certain whether private domestic demand will continue strong 
enough to maintain steady expansion of the whole economy 
rather than yield to the kind of second-half slowdown that 
occurred both in calendar 1976 and in calendar 1977. Several 
factors, however, suggest that the growth trends set in early 
1978 may be better sustained later in the year than was the 
case during the two preceding years. The recovery of 
industrial production is particularly encouraging. Inventory 
adjustment is apparently well advanced if not completed. 


The reassuringly calm price trends of recent months may 
help lead consumers to support a continuation of the promising 
personal spending gains of the first quarter of 1978. Private 
investment remains a weak sector; but its situation seems to 


be improving, although not rapidly. 


The contribution which Japan's trade surplus made to 
growth in the first quarter of 1978 hardly can be sustained 
during the remainder of the year. Indeed, some decrease in the 
quarterly surplus figures can be expected as 1978 continues, 
as Japan's competitors increasingly feel the price advantage 
which the high yen offers them, and as the various measures 
the Japanese have taken to facilitate imports bear fruit. 

This will be a drag on the economy, but a necessary and 
welcome one. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


In so far as the economy maintains its recent rapid growth, 
Japan's imports may be expected to pursue a generally upward 
trend. The recent .upward movement of the yen relative to the 
dollar (almost 25 per cent during the year ended June 30, 1978) 
also should work to stimulate imports; so should Japan's aware- 
ness of the protectionist spirit which the ballooning of 
Japan's current account surplus, and of its exports in 
particular, inevitably has stimulated among its trading 
partners. Japanese exports to the United States in early 
1978 continued to put particular pressure on United States 
producers for the American market in a variety of fields, 





although a February 1978 "trigger price" arrangement govern- 
ing imported steel was a step toward stability in this major 
U.S. market sector. 


The Japanese government followed up commitments under- 
taken at the Strauss-Ushiba meetings in January 1978 by 
subsequently strengthening its efforts to find ways of 
reducing the current account surplus. Measures taken in 
early 1978 with this objective have included import tariff 
cuts in advance of the final offers scheduled to be made for 
the Multilateral Trade Negotiations of summer 1978; expanding 
some import quotas; the March despatch to the United States 
of a major buying mission headed by President Ikeda of 
Mitsui; restructuring of the government-supported Japan 
External Trading Organization to do more to promote imports; 
easing and expanding the financing opportunities for imports 
into Japan; acceptance, in principle, of the untying of 
Japan's aid from Japanese-source procurement; and monitoring 
of domestic prices in an effort to encourage the pass-through 
of gains from yen appreciation to end users. The Multi- 
lateral Trade Negotiations themselves are expected to 
stimulate imports ‘through a reduction of Japan's import 
tariffs as well as through some liberalization of Japan's 
rules covering imports in relation to government procurement 
and product standards. American suppliers, however, will 
have to do a good marketing job. Japanese end-users will be 
especially selective in purchasing capital goods, at least 
until private plant and equipment investment advances from 
its present slow growth rate. Japanese government investment, 
despite its prospective high growth rate, is expected to offer 
relatively slight opportunities to American exporters. 


Coal, grains, logs, and lumber can be expected to remain 
leading U.S. exports to Japan, although Japanese inventories 
of raw materials remain high enough that total U.S. exports 
to Japan in this sector are not likely to show particular 
strength. Other promising product areas include computers 
and peripheral equipment, miscellaneous electronic components, 
process control instruments, food processing and packaging 
equipment, analytical chemistry/applied spectroscopy instru- 
ments, bio-medical equipment, electronics industry production 
and test equipment, lasers and laser systems, automotive parts 
and equipment, avionics and ground support equipment, printing 
and graphic arts equipment, and building systems and materials 
(for details see the Embassy's annual Best Prospects Report, 
Airgram A-299, dated September 26, 1977). 


Japan's recent rapid increase in personal spending is a 
favorable sign for imports of consumer goods from the U.S. 
during the remainder of 1978. Products expected to be in 





stronger than average demand include those in the hobby and 
do-it-yourself/home improvement fields, housewares, high 
quality stereo components, personal health and grooming 
products, fashion wear and accessories, cosmetics, and 
sporting equipment. 


Japan's multi-layered distribution system for consumer 
goods differs in several important respects from marketing 
practices common in the United States and other countries. 
Penetration of this high-opportunity segment of the Japanese 
market deserves special attention from U.S. exporters. 
Companies not familiar with Japan may wish to take advantage 
of the various export business information and introduction 
services available from the U.S. Department of Commerce and 
from the U.S. Embassy and Trade Center in Tokyo. 


Japanese buyer groups plan for the latter half of 1978 
to visit trade shows and dealers in the United States in 
the following industry sectors: housewares and home 
furnishings in July; hardware in August; machine tools, 
wood working machines, medical equipment and hospital 
supplies and communications equipment in September; public 
works, office machines and supplies, automation instrumen- 


tation, packaging machines, mining equipment, and computer 
peripheral equipment in October; and food and dairy products 
in November. 


U.S. Trade Center events scheduled in July and after 
include regular Department of Commerce shows in such product 
categories as building materials and systems, lasers ana 
electro-optical equipment, and computer equipment. In 
addition, "Business Sponsored Promotion" shows so far 
scheduled will feature electronics production equipment, 
fluid power equipment, furniture, interior/housewares, apparel 
and meat. During the first half of 1978, combined spot and 
one-year projected sales for Department of Commerce sponsored 
shows reached $43 million; for "Business Sponsored Promotion" 
shows, $60 million. 


A Joint U.S.-Japan Trade Facilitation Committee has been 
formed to supplement existing means of identifying American 
products with promising possibilities for export to Japan, of 
devising ways to use the Japanese marketing and distribution 
system to sell American products, and of examining specific 
difficulties with Japanese trade practice or procedure en- 
countered by American business in selling on the Japanese 
market, with a view to solving these. 


The United States Export Development Missions to Japan, 
which are scheduled to visit Japan October 2-14, 1978, will 
offer a major opportunity for many U.S. producers to introduce 





their products to the Japanese market. Product categories 
to be covered in the Missions include advanced scientific 
equipment, printing and graphic arts equipment, food 
processing and packaging equipment, machine tools and metal 
working parts, modern business/management equipment, and 
original equipment automotive parts. Mission members in 
their meetings with businessmen throughout Japan will aim 
both at achieving immediate sales and at establishing 
contacts with potential customers for products and services 
likely to have a long-term market in Japan. 


The outlook for U.S. agricultural exports in summer 1978 
is good. During the October 1977-March 1978 semester, these 
exports, though declining by 2 per cent in value, year-over- 
year, rose in volume by 9 per cent. Continued improvement in 
the Japanese livestock industry, particularly in swine and 
broilers, signals increased demand for U.S. corn, sorghum and 
soybeans. Fresh U.S. cherries are to be admitted to the 
Japanese market in July, as the result of several years of 
negotiation. Exports of U.S. oranges to Japan will increase 
markedly as a result of tripled import quotas. Also as a 
result of quota increases, U.S. exports of beef and veal to 
Japan (which rose 66 per cent, year-over-year, in the semester 
ending in March 1978) should continue to rise, although pork 
exports (down 39 per cent over the same period) and broiler 
exports are likely to decline further as these segments of 
Japan's livestock industry continue their development. Unless 
unit values should continue their recent decline, total export 
value for the April-September semester, while not equalling 
last winter semester's total of $2.1 billion, should not fall 
very far below it. 


Investment Continues at Slow Pace 


In early 1976 the Japanese government completed a program 
of liberalization with respect to investment from overseas. 
Four industries were exempted from this liberalization; and 
licensing policy sometimes inhibits new investment, whether 
domestic or foreign, in a number of others. Investment from 
overseas may be either in wholly owned subsidiaries or in 
joint ventures. The Japanese government regards the latter 
as preferable to wholly owned subsidiaries in cases where the 
overseas partner provides a high technological input. 


New direct foreign investments in Japan during recent 
years have been modest. A primary limiting factor has been 
the impact which the recession of the mid-seventies in Japan 
has exerted on investment from foreign as well as from 
domestic sources. The rise of the yen, with its impact on 
initial and on operating costs, may also have acted as a 
deterrent in recent months. Speculative capital inflow, on 





the other hand, has been rapid enough in early 1978 to elicit 
restrictive Japanese government measures on short-term 
inflows. Continued improvement in the Japanese business 
climate would be likely to lead to some recovery for U.S. 
investment in Japan despite the formal and informal re- 
strictions which remain. 


A slight nominal recovery occurred in late 1976 and 
early 1977 in Japanese overseas investment.. Japanese 
willingness to invest in the United States has increased as 
our costs have continued to decline relative to other 
countries ; and Japanese manufacturers continue to value the 
U.S. market access which direct investments provide. One of 
the United States Export Development Missions to Japan 
referred to above will be for the purpose of promoting 
Japanese investment in the United States. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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District 
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Albuquerque, 87101, (S05) 766-2386. 
Anchorage, 99501, (907) 265-5307, 
Atlanta, 30309, (404) 881-7000. 
Baltimore, 21202, (301) 962-3560. 
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Boston, 02116, (617) 223-2312. 
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Cincinnati, 45202, (513) 684-2944. 
Cleveland, 44114, (216) 522-4750. 
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Denver, 80202, (303) 837-3246. 

Des Moines, 50309, (515) 284-4222. 
Detroit, 48226, (313) 226-3650. 
Greensboro, N.C., 37402, (919) 378-5345. 
Hartford, 06103, (203) 244-3530. 
Honolulu, 96813, (808) 546-8694. 
Houston, 77002, (713) 226-4231. 
Indianapolis, 46204, (317) 269-6214. 

Los Angeles, 90024, (213) 824-7591. 
Memphis, 38103, (901) 521-3213. 

Miami, 33130, (305) 350-5267. 
Milwaukee, 53202, (414) 224-3473. 
Minneapolis, 55401, (612) 725-2133. 
New Orleans, 70130, (504) 589-6546. 
New York, 10007, (212) 264-0634. 
Newark, N.J., 07102, (201) 645-6214. 
Omaha, 68102, (402) 221-3665. 
Philadelphia, 19106, (215) 597-2850. 
Phoenix, 85004, (602) 261-3285. 
Pittsburgh, 15222, (412) 644-2850. 
Portland, Ore., 97205, ($03) 221-3001 
Reno, 89502, (702) 784-5203. 

Richmond, Va., 23240, (804) 782-2246. 
St. Louis, 63105, (314) 425-3302. 

Salt Lake City, 84138, (801) 524-5116. 
San Francisco, 94102, (415) $56-5860. 
San Juan, P.R., 00902, (809) 753-4343, Ext. 4555. 
Savannah, 31402, (912) 232-4321, Ext. 204. 
Seattle, 98109, (206) 442-5615. 


Country 
Marketing 
Managers 


Commercial and economic information on most trading part- 
ners of the United States is available from the U.S. Depart- 


ment of Commerce. 


A Country Marketing Manager is responsible for a country 
or group of countries as listed below. Assistance or informa- 
tion about marketing in these countries may be obtained by 
dialing these key people directly: 202-377 plus the given 


extension. 


Area Extension 


Africa 


Algeria, Libya, Morocco, Tunisia 
Remainder of Africa (except Egypt) 


Europe 


France and Benelux Countries 

Germany and Austria 

Italy, Greece and Turkey 

Nordic countries 

Spain, Portugal, Switzerland and Yugoslavia 
United Kingdom and Canada 


Far East 


Australia and New Zealand 
East Asia and Pacific 
Japan 

Southeast Asia 


Latin America 
Brazil, Argentina, Paraguay and Uruguay 
Mexico, Central America, and Panama 
Remainder of South America and Caribbean 
countries 


Near East 


Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 

Tran, Israel, Egypt 


Eastern Europe 
USSR 
Peoples Republic of China 


5767 
3865 


4504 
5228 
3944 
3848 
2795 
4421 


3646 
$401 
2425 
2522 


$427 
2314 


2995 
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